The paper analyzes the relationship between country size and the use of imported intermediate inputs by firms in 76 developing countries. Recent evidence indicates that the use of imported inputs can have a large, positive effect on productivity and growth, thus motivating a better understanding of the determinants of foreign inputs. This paper is a product of the Global Indicators Group, Development Economics. It is part of a larger effort by the World Bank to provide open access to its research and make a contribution to development policy discussions around the world. Policy Research Working Papers are also posted on the Web at http://econ.worldbank.org. The authors may be contacted at mamin@worldbank.org.
Introduction
Recent empirical evidence suggests that foreign input use is important for the overall growth and economic development (Amiti and Konings, 2007; Bernard et al., 2007; López, 2006 ). This could be because imported inputs are of higher quality with embedded foreign technology, and that certain foreign inputs may not be perfectly substitutable by domestic inputs (Gibson and Graciano, 2011). 1 However, this literature is still in its infancy and much needs to be done to understand better various aspects related to the effects and determinants of the use of imported inputs.
The present paper takes one step in this direction by analyzing the relationship between use of imported inputs by firms and country size. A number of studies have examined the consequences of country size for various factors and especially for exports and total trade (see Rose 2006 for an overview). However, the relationship between imported immediate inputs and country size has largely been neglected. The understanding is that a small market size prevents the exploitation of economies of scale, forcing the relatively small countries to trade internationally (Alesina and Wacziarg 1998).
Our results confirm that small countries rely on imported inputs much more than large countries. This holds at the extensive margin -percentage of firms that use imported inputs -as well as along the intensive margin -percentage of material inputs used that is of foreign origin.
Intriguingly, the magnitude of the relationship between country size and the use of imported inputs is comparable to what we find for exports in our sample.
1 For a literature review, see for example Wagner (2012 
Figure 1: Firms in small countries use more imported inputs than firms in large countries
We note that our dependent variables are defined at the firm-level while the main explanatory variable is defined at the country level. Hence, reverse causality is unlikely to be an issue with our estimation results. However, we control for a number of variables, motivated by existing evidence, to guard against the omitted variable bias problem. 
Estimation
Regression results are provided in Table 1 (for Import dummy) and Table 2 (for Imports). Table   1 shows a strong negative association between Import dummy and Population. Adding various controls to the specification only serves to strengthen this negative association. The estimated marginal effect of a unit increase in Population on the likelihood of a firm using imported inputs ranges between a decrease of 5.8 (column 3) to 7.7 (column 7) percentage points, significant at less than the 1 percent level irrespective of the set of controls used. Using the most conservative estimate (column 3), a one standard deviation increase in Population is associated with an 8.1 percentage points decrease, and a move from the smallest to the largest country in our sample is associated with a 36 percentage points decrease in the probability of a firm using imported inputs. These are economically large changes given that on average 60 percent of firms in our sample use imported inputs. Larger firms show a higher probability of using imported inputs.
However, higher severity of the obstacles (Obstacles) is also associated with a higher likelihood 6 of using imported inputs -a somewhat surprising result probably explained by the fact that faster growing firms are both more likely to use imported inputs and find the obstacles more severe.
Results for Imports are qualitatively similar. That is, Imports and Population are inversely correlated, significant at less than the 1 percent level. Depending on the controls used, a one standard deviation increase in Population is associated with a decrease in Imports between 9.4 (column 1) to 10.8 (column 6) percentage points. Alternatively, a move from the smallest to the largest country in our sample is associated with a decrease of 41.6 to 47.8 percentage points in the value of Imports. These are economically large changes given that the mean value of Imports is only 35.9 percent.
A comparison with exports
We repeated the results above for exports using similarly constructed dependent variables: a dummy variable indicating if the firm exports or not and the percentage of the firm's annual sales that are exported. As expected, we found that both the export measures are inversely and significantly (at less than the 5 percent level) correlated with Population. Somewhat surprisingly, we found that adjusting against the mean values of export and import variables, the magnitude of the relationship between the export variables and country-size was comparable to what we found above for the import variables. For example, including all the aforementioned controls, a one standard deviation increase in Population is associated with a decrease in the percentage of the firm's sales that are exported by 3.5 percentage points -or about 0.27 times the average value of the exports to sales ratio. The corresponding result for imports (column 7, Table 2 ) is a decrease of 10.8 percentage points -or about 0.30 times the average value of Imports. While substantial 7 effort is devoted to understanding the country size and exports relationship, our results suggest that country size is as relevant for imports of inputs as for exports.
Conclusion
Paralleling the literature on exports, the paper shows that imports are much higher in the relatively smaller countries. Use of imported inputs is only beginning to find favor with researchers and studies are beginning to highlight the large potential contribution of such imports to overall economic development. We hope that the present paper will encourage more research in this area. p-values in brackets. All regressions use a constant term (not shown). All regressions use Huber-White robust standard errors clustered on the country. Significance level is denoted by *** (1%), ** (5%) and * (10%).
